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CENTRAL INTELLIGENCE AGENCY
WASHINGTON, D,C. 20505

2 May 1975

Mr. James F. C. Hyde

Acting Assistant Director for
Legislative Reference

Office of Management and Budget

Washington, D. C. 20503

Attention: Ms. Naomi R. Sweeney
Dear Ms. Sweeney:

This is in response to your request for the views of the Central
Intelligence Agency on three alternate proposals to amend the formula for computing
the cost-of-living adjustments to annuities under the Civil Service Retirement
System. The proposals include a draft bill from OMB, a draft bill from the Civil
Service Commission, and H.R. 3310, introduced by Representative David Henderson.

H.R. 3310, because of the two-month deadline for making cost-of-Iiving

. changes, would be very difficult to implement and would create unnecessary
hardships for employees in makmg timely decisions regarding retirement.
Although many of the provisions of the OMB and Civil Service bills have similar
purposes, CIA officials who deal with retirement matters prefer the draft bill
prepared by the Civil Service Commission.

The Civil Service Commission draft would eliminate the one percent
add-on bonus which is now part of the annuity formula. We believe this feature
is an unreasonable windfall which adds dramatically to the drain of retirement
funds, and we support its elimination.

The CSC bill would also provide that annuities should be adjusted downward
whenever the Consumer Price Index (CPI) begins to decline. We support this
idea, although with two stipulations. First, the apparent purpose of proposed
section 8340(b) of Title 5 is to achieve uniformity with respect to the upward or
downward revision of annuities. We believe the language of the parenthetical
phrase (lines 13 and 14 of the bill) may not accomplish this, however, and suggest the
following language be substituted " (calculated on the basis of the price index
for the month of such three consecutive months as reflects the greatest chanpc
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highest level reached by the CPI for upward adjustments in annuities, and would
assure the Government's interest in adjusting downward at the lowcsi level that
the CPI reached during the three months.

Second, we believe that downward adjustments in annuities hased on
reduced cost-of-living should never result in an annuity below that which the
annuitant has earned by operation of the general formula. As written, the bill
would not only take away increases in annuities which have occurred because of
rises in the cost of living, but also take away earned annuity. It is our view that
the very least the annuitant should make is what his length of sexvice and s aalary
entitle him to by operation of the general formula. .

Thank you for the opportunity to comment. I hope our views will prove
to be of value to your office. -

Sincerely, )
STAT
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gislative Counsel
Distribution: _ ,
Orig - Addressee 4

1 - DDA

1-0P

1-OF

1 - Compt

OLC Subject
1 - OLC Chrono
OLC: DFM:cg (2 May 75)

|- OGe Shhfrs”

2
Approved For Release 2005/11/21 : CIA-RDP77M00144R000600120022-2 .



‘"

SENDER WILL CHECK CLASSIFICATION TOF AND BOTTOM

T uncLassiFiedPPoVep Fgnrelnaen ZR0FT1721s EfeRDP77M

OFFICIAL ROUTING SLIP

D0144R000600120022-2

TO NAME AND ADDRESS DATE INITIALS
STAl' DDA
2
3
4
5
6
ACTION DIRECT REPLY PREPARE REPLY
APPROVAL DISPATCH RECOMMENDATION
COMMENT FILE RETURN
CONCURRENCE INFORMATION SIGNATURE
Remarks:
STAT
I drafted this letter on the three proposals
to amend the cost-of-living annuity formula
based on very helpful inputs from Personnel
and Finance. Before we send it out we need
your concurrence. Thanks.
STAT
Assistant Legislative Counsel
FOLD HERE TO RETURN TO SENDER
FROM: NAME. ADDRESS AND PHONE NO. DATE
STAT
OLC 7D35 HQ 28Apr75
| UNCLASSIFIED | | | SECRET

FORM NO. Use previous editions
1-67 237 P

(40)

Approved For Release 2005/11/21 : CIA-RDP77M00144R000600120022-2

STAT



¥

Q UNCLASSIFIEBpprov@oﬁgmgﬁkf 2005/11/21 : CIA- R.mouleni&mddmzoozzi___] SECRET
ROUTING AND RECORD SHEET

SUBJECT: (Optional)

FROM: EXTENSION | NO.
Office of Legislative Counsel
7D35 DATE . STAT
17 April 1975
TO: (Officer designation, room number and ‘DATE :
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RECEIVED FORWARDED

Attached are three proposals
which would alter the present

2 ‘ formula for determining cost-of-
living adjustments in civil
service retirement annuities,

3. Letter (A) is a Civil Service
Commission proposal; (B) is an
alternative Administration pro-
posal sponsored by OMB; and

(C) is a bill introduced by

5. Congressman Henderson,
Chairman of the House Post
Office and Civil Service

6. Committee., OMB has sent
these three proposals to us for
7 comments and needs our responsg
by April 25th. May I please
have your views on these pro= STAT
8. , posals by April 22nd. Thank you{
9.
10. Assistant Legislative Counsdt
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e a2 2 ~ o
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13.
14,
15.
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LEGISLATIVE REFERRAL MEMORANDUM

To: Legislative Liaison Officer

Department of Defense
Department of State -
Central Intelligence Agency

RS

. i L‘.,Q-.‘;

Subject: (A) Civil Service Commission draft bill "To amend %@
the formula for cost-of-living adjustments of annuities under (oA
the Civil Service Retirement System;" t

(B) H.R. 3310, "To amend title 5, United States
Code, to revise the method of determining cost-of-living
increases payable to civil service annuitants;"

(C) draft bill prépared by the Civil Service Com-
mission at Office of Management and Budget staff request for
consideration as a possible alternative.

The Office of Management and Budget would appreciate receiving
the views of your agency on the above subject before advisging
on its relationship to the program of the President, in
accordance with OMB Circular A-19.

(X) Special circumstances require priority treatment and
accordingly your views are requested by c.o.b. April 25,
1975.

Questions should be referred to Hilda Schreiber (395-4650) or
to Ralph N. Malvik (395~4702), the legislative analyst in

this office. /%?
Naomi R. Sweeney ,M

Assistant Director for
Legislative Reference

Enclosures
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UNITED STATES CIVIL SERVICE COMMISSION
WASHINGTON, D.C. 20415

CHAIRMAN Aneil l";, 1978

Honorable James T. Lynn

Director, Office of Management and Budget
Executive Office of the President
Washington, D. C, 20503

Attention: Assistant Director for
Legislative Reference

Dear Mr. Lynn:

In keeping with the President's request that we restrain the overall
growth of Federal expenditures and curb the rate of increase in the
budget, we are attaching copies of letters by which the Commission
proposes to submit to the Speaker of the House and the President of
the Senate draft legislation (also attached) to amend the formula for
cost-of-living adjustments under the Civil Service Retirement System,

This proposal, item number 94-27 of the Commission's 1975 Legislative
Program, would modify the present formula by eliminating the extra -

L percent provision in the formula, We believe it should also apply
to other Federal retirement systems (civilian and military) which now
have the 1 percent add-on feature as part of their cost-of-living
adjustment formula.

The proposal would eliminate the overcompensation which occurs over a
period of time causedby the cumulative effect of the added 1 percent
as used in the present formula and would (as described in the attached
letters to the Congress) provide for a downward adjustment in annuities
to correspond with a downward pattern in the CPI.

This proposal would reduce expenditures from the Retirement Fund, and
would have a counter-inflationary impact, We estimate the savings from

the CSC proposal (remove 1%) through 1979 would be as follows:

Figcal Year Savings

1975 —

1976 $34 million
Transition quarter 31 million
1977 239 million
1978 413 million
1979 610 million
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A number of alternative proposals are being developed by other agencies
and H.R. 3310, which also modifies the preseut cost-—of-living formula,

has been introduced in the House by Representative lenderson. H.R. 3310
would eliminate the added 1 percent from the formula and adjust annuities
on the first day of the second month which begins after the Consumer
Price Index (CPI) has risen at least 3 percent above the point which
triggered the last adjustment. H.R. 3310 also eliminates the requirement
that the CPI stay 3 percent above the last base for two additional wmonths.

While we agree with the thrust of H.R. 3310, its administration would be
difficult because of the frequency of increases and the short time frame
(only a few weeks) in which an increase would have to be implemented. For
example, a rise of 3 percent in March, as indicated by the CPIL published
on or about April 22, would require a cost-of-living adjustment payable on
June 1. Although H.R. 3310 would result in long-term savings similar to
those under the recommended proposal, outlays in fiscal year 1976 would
actually be increased because the first CPI adjustment would occur three
months earlier than under the current formula.

We estimate that if H.R. 3310 is enacted, the increase or decrease in

STAT

outlays through 1979 would be as follows:
Fiscal Year ' Decrease
1975 (=)
1976 $(51) million (increase)
Transition quarter (2) million (increase)
1977 135 million
1978 295 million
1979 544 million

Because H.R. 3310 would create very serious administrative problems and
has no provision for the downward adjustment of annuities to correspond
with a downward pattern in the CPI, and because any additional fiscal
yvear 1976 expenditures are contrary to the President's program, we
prefer the attached draft bill,

We will appreciate your informing us whether there is any objection to
submission of the draft legislation as proposed.

By direction of the Commission:

Sincerely youts,

Chairman

Attachments
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UNITED STATES CIVIL SERVICE COMMISSION

\&\c'y WASHINGTON, D.C. 20415

CHAIRMAMN

Honorable Carl Albert

Speaker of the House of Representatives

Dear Mr. Speaker:

I submit for the consideration of Congress, and recommend favorable
action on, the attached draft bill to amend the formula for cost-of-
living adjustments under the Civil Service Retirement Svstem.

The current formula works in the following fashion. Civil Service
Retirement annuities are adjusted on the first day of the third month
that begins after the Consumer Price Index (CPI) has: (1) risen at
least 3 percent above the point which triggered the last adjustment;
and (2) remained at the higher level for 3 consecutive months, The
annuity increase equals the highest percentage increase in the CPI
during the 3-month period, plus 1 percent.

The Civil Service Retirement System is exceptional in respect to the
extra 1 percent added to adjustments over and above the actual rise
in the CPI, We know of no private employer, nor of any State or
local governmental employer, that grants a similar added benefit, al-
though the Foreign Service, Central Intelligence Agency, and military
retirement systems share this feature with the Civil Service Retire-
ment System,

A basic formula for making automatic cost-of-living adjustments has
been a part of the Civil Service Retirement law since 1962, The 1
percent add-on feature did not appear until 1969, when it was enacted
as part of P,L. 91-93.
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The 1 percent add-on can have an overcompensating effect over a long
period of time, This effect has been dramatically highlighted during
the recent period of rapid inflation., For the first four years after
this provision took effect, the Civil Service annuilty adjustments
occurred about once every 12 months., In the past 2 years, however,
during a period of rapid inflation, increases have occurred every 6
months, With this degree of frequency, and with larger average in-
creases, the 1 percent add-on builds up rapidly at a compound rate
and becomes a serious problem,

The situation is illustrated by the fact that since November 1969
Civil Service Retirement annuity adjustments based on the CPI have
increased by a total of 35 percent. Yet during this same iunterval,
the CPL on which the adjustments were based has risen by a total of
only 44 percent. '

The financial magnitude of the situation is illustrated by the fact
that the 55 percent annuity adjustment since November 1969 has added
over $20 billion to the unfunded liability of the Civil Service Retire-
ment System. Of this amount, $3.4 billion is attributable to the

1 percent add-on feature.

In terms of the future, the current adjustment provision will generate
at least $4 billion in additional unfunded liability for every 6 pex-
cent adjustment in annuities, About $700 million of each $4 billion
amount is attributable to the 1 percent add-on. This relates to the
current situation in that the average increase of the last 4 annuity
adjustments has been 6 percent, and these increases have taken place
at 6-month intervals.

To sum up, the provision for an additional 1 percent on each increase
causes annuities to increasingly move ahead of the actual rise in cost
of living, and is therefore undesirable and should be removed, Further-
more, it seems reasonable to include a provision for a downward adjust-
ment of annuities to correspond with a downward pattern in the CPI. The
draft bill contains a provision which would provide for such an adjust-
ment on the first day of the third month that begins after the CPIL has:
(1) dropped at least 3 percent below the point which triggered the last
adjustment; and (2) remained at the lower level for 3 consecutive months,
In other words, the formulas for an increase or a decrease would be
similar except for the upward or downward movement of the CPI,
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This proposal for eliminating the 1 percent add-on would, if enacted,
vroduce the following savings zhrough 1979

ckseal eax Tvriags
1975 -
1973 % 34 million
Transition guarter 31 miilion
1977 239 aiiliom
1973 413 million
1379 47 willion

The Uifice of Manauement and Ludget advises tha:t from the standpoint of
the Administration's program there is no objaction to the submission of
this propossal,

A similar ‘etter is being sent to the Presidant of the enste,

Sy direction of the Commission:

Sincerely yours,

Chailrman
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amend the formula for cost-of-living adjustments of annuities under

the Civil Service Retirement System,

Be it enacted by the Senate and House of Representatives of the United

olates of America in Congress assembled, That title 5, United States
Code, is amended as follows:
(1) BSection 8331(16) is amended to read as follovs:

"(16) ‘'base month' means the month for which the price index showed

a percent change forming the basis for a cost-of-living annuity adjustment;",
(2) Section 8340(b)-(e) is amended to read as follows:
"(b) Each month the Commission shall determine the percent change in
the price index. Effective the first day of the third month that begins
after the priée index change equals at least 3 nercent for 3 consecutive
months from the price index for the base month, each annuity payable froﬁ
the Fund having a commencing date not later than that effective date shall
be adjusted by the percent change in the price index (calculated on the

highest level of the price index during the 3 consecutive months) adjusted

to the nearest 1/10 of 1 percent.

{c¢) Applicability of an annuity adjustment under this section is

governed by the commencing date of each annuity payable from the Fund as
of the effective date of an adjustment, except as follows:
{1) An annuitv (except a deferred annuity under section 8338 of
this title or any other provision of law) which—
(A) 1is pavable from the Fund to an employee or Member
who retires, or to the widow or widower of a deccased
~mplovee or Member; and
(B)Y has a commencing date after the effective date of the

then last preceding annuity adjustment under subsection (b)
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of this section;
shall not be less than the annuity which would have been payable if
the commencing date of such annuity had been the effective date of
the then last preceding annuilty adjustment under subsection (b) of
this section. In the administration of this paragraph, an employee
or a deceased ecmployee shail be deemed, for the purposes of
section 8339(n) of this title, to have to his credit, on the
effective date of the then last preceding annuity adjustment under
subsection (b) of this section, a number of days of unused sick
leave eaqual to the number of -days of unused sick leave to his

credit on the date of his separation from the service,

(2) Effective from its commencing date, an annuity payable from
the Fund to an annuitant's survivor (except a child entitled under

section 834l(e) of this title), which annuity commences the day
after the death of the annuitant and after the effective date of
the first adjustment under this section, shall be adjusted by the
total percent adjustment rthe annuitant was receiving under this
sectbion at death, Howevef, the adjustment in a survivor annuity
authorized by section 8 of the Act of May 29, 1930, as amended to
July 6, 1950, shall be computed as if the annuity commencing date
had been the effective date of the first increase under this
gsectione

(3) For the purpose of computing the annuity of o chitd under
section 8341 (e) of this title thal commences on or after the first

day of the first month that begins on or after October 20, 1969,
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the items $900, $1,080, $2,700, and $3,240 appearing in section
'8341(e) of this title shall be adjusted by the total percent
adjustments allowed and in force under this section on or after
such day and, in case of a deccased annuitant, the items 60 per-
cent and 75 percent appearing in section 8341(e) of this title

shall be adjusted by the total percent adjustments allowed and

in force to the annuitant under this section on or after such
day.
(d) This section does not authorize an adjustment in an additional
annuity purchased at retirement by voluntary contributions.
(e) The monthly installment of annuity after adjustment under this
section shall be fixed at the nearest dollar, However, the monthly

installment shall after adjustment reflect a change of at least $1."
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Dear Mr. Speaker:

1 submit for the consideration of Congress, and recommend favorable
action on, the attached draft bill to amend the formula for cost—of-
living adjustments under the Civil Service Retirement Systemn.

The current formula works in the following fashion. Civil Sexrvice
Retirement annuities are adjusted on the first day of the third month
that begins after the Consumer Price Tndex (CPI) has: (1) risen at
least 3 percent above the point which triggered the last adjustment;
and (2) remained at the higher level for 3 consecutive months. The
annuity increase cquals the highest percentage increase in the CPI
during the 3-month period, plus 1 percent.

Provisions for automatically adjusting annuities or pensions in direct
relationship to changes in the CPI are relatively uncommon, particularly
in the private sector. Public sector retirement systems more typically
make some provision for systematic cost-of~=1iving adjustments. Iowever,
employers who make annuity adjustments commonly apply limitations on the
amount and frequancy of increases.

in relationship to the practices of retirement systems sponsored by most
other employers, the Civil Service Retirement System is clearly more
jiberal in respect to its guarantee of automatic adjustments directly
related to rises in the CPI. Furthermore, it is unique in respect

to the extra 1 percent added to adjustments over and above the actual
rise in the CPI. We know of no private employer, nor of any State or
local govermmental employer, that grants a similar added benefit,
although the Foreign Service, Central Tntelligence Agency, and military
retirement systems share this feature with the Civil Service Retirement

Systen.
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A basic formula for making automatic cost-of~living adjustments has
been a part of the Civil Scrvice Retivement law since 1962, The 1
percent add-on feature did not appear until 1969 when 1t was enacted
as part of P.L. 91-93,

# ; 2

The 1 percent add-on can have an overcompensating effect over a long
period of time which has been dramatically highlishted during the
recent period of rapid inflation. For the first four years after
this provision took effect, the Civil Service annuity adjustments
occurred about once every 12 months. In the past 2 years, however,
during a period of rapid inflation, increases have occurred avery

6 months. With this degree of frequency, and with larger average
increases, the 1 percent add-on builds up rapidly at a compound

rate and becomes a serious problem.

The situation is illustrated by the fact that since November 1969
Civil Service Retirement annuity adjustments based on the CPI have
increased by a total of 55 percent. Yet the CPI on which the
adjustments were based has risen by a total of only 44 percent.

Ve believe it is also significant to note that in the period from
July 1969 through October 1974, General Schedule salaries have risen
by a total of only 38 percent.

The financial magnitude of the situation is illustrated by the fact
that the 55 percent annuity adjustment since November 1969 has

added over $20 billion to the unfunded liaBility of the Civil Service
Retirement System. Of this amount, $3.4 billion is attributable

to the 1 percent add-on feature.

In terms of the future, the current adjustment provision will generate
at least $4 billion in additional unfunded liability for every 6
percent adjustment in annuities. About $700 million of each $4 billion
amount is attributable to the 1 percent add-on. This relates to

the current situation in that the average increase of the last 4
annuity adjustments has been 6 percent, and these increases have

taken 1:lace at 6 month intervals,

To sum up, the Civil Service Retircment System has a cost~of-living
adjustment provision that is liberal in relation to retirement pro-
gram provisions of other employers, even without considering the

1 percent add-on feature, From this perspective, the provision for

an additional 1 percent on cach increase, added in such a way as

to increasingly move ahead of the actual rise in cost of living,
becones undesirable., The cost of this feature in the light of current
economic conditions serves to intensify the degree to which its
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desirability is bei@g called into question. We believe that there
are too many other wore legitimate demands on scarce tax dollars
to support further continuation of this costly provision.

At the same time, the practice of recognizing the inevitable lag
between the time an increase is triggered and the time it can be
placed in the hands of annuitants, by adding a small amount to the

size of the increase, is worth retaining. Therefore, we are proposing

a modification of the add-on procedure as provided in the attached
draft bill. The modification will permit continued compensation

to annuitants for - the time it takes to effectuate an increase, a
period during which the cost of living generally continues to rise.
At the same time, the new procedure will avoid the past distortion
between cumulative increases and vise in CPI by adding the 1 percent
to the index used to trigger the next CPL increase.

This proposal would save money if enacted, and would have a counter-
inflationary impact. We estimate the decreased outlay through 1979
would be as follows:

Fiscal Year Decrease
1975 ' -

1976 $91 million
 Transition quarter v 57 million
1977 411 million
1978 e 530 million
1979 - 690 million
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To amend the formula for cost-of-living

V. w1 & tn
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A BILL

adjustments of annuities under the
Ciy%i Service Retirement System,

Be it enacted by _the Senate and House of Representatives of the United

States of America in Congress assembled, That title 5, United States

Code, is amended as follows:

(1) Section 3307(d) is amended by striking out "(20) and (21" and

inserting "(21) and (22)" in place thereof,

(2) Section 8331 is amended -

(A) Dby renumbering subsections (17), (18), (19), (20), and

(21), as (18), (19), (20), (21), and (22) respectively; and

(B) by dinserting after subsection (16) a new subsection (17)
as follows:

"(17) 'base index' means price index for the hase month, increased

by 1 percent;",
' I
(3) Section 8340(b) ig amended to read as follows:

"(b) Each month the Commission shall determine the percent change in

the price index. Effective the first day of the third month that begins”

after the price index change equals a rise of at least 3 percént for 3

consecutive months over the base index, ecach annuity payable from the Fund

having a commencing date not later than that effective date shall be in-

¢reased by 1 percent plus the percent rise in the price index (calculated

as the percentage difference between the highest level of the price index

during the 3 consecutive months and the base index) adjusted to the nearest

1710 of 1 percent,"
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IN THE ITOUSE OI' REPRESENTATIVIS
TFroruary 19,1975 i

Mvr. ITrxnersox introduced the following billy which was referred to the Com-
mittee on Post Oflice and Civil Service

k.

To amend title 5, United Stales Code, to revise the method of g
determining cost-of-living increases payable to civil service
annuitants.
;-

1 Be it enacled by the Senate and Ilouse of Llepresenta-

9 tives of the United Stales of America in Congress assembled,

3 That scction 8340 (h) of title 5, United States Code, is
4 amended to read as follows: ?
5 “(1) Tach month the Commission shall determine the :
6 percent change in the price index. Effective the first day
7 of the sccond month that begins after the price index change f
8 cquals a rise of at least 3 per centum for a month over the
9 yprice index for the hase month, each annuity payable from :
Approyed fanReleass 2908 104 SIARBPARMO014#RABE0N 2A02R:2
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eflective date shall be incrénsod by the pereent rise in the
prkxf%ﬂdcx.adjusted to the nearest 1/10 of L pereent.”

Src. 2. (a) Jixcept as provided in-subscetion (b) of this
section, the amendment made by the first scetion of this Aet
shall become effective on the date of enactment of this Act.

(b) In the event the price index change,.as determined
Igrthe'(ﬁvﬂ_Servima(lnnnﬁsﬁon,uudorseoﬁon 8340 of ftitle
5, United States Code, for the month during which this pro-
vision is enacted, equals a rise of at least 3 per centum over
the price index for the base month currently in effect under
sach scetion 8340, cach annuity payable from the Civil
Service Retivement and Disability Fund shall be inereased,
effective on the first day of the second month that begins
after Hﬁc date of ecnactient of this 1Xct; by the per centum
rise in the price index adjusted to the nearest 1/10 of 1 per

centwn.
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